ABSTRACT
What is unique about PPP in contrast to privatizations or traditional public procurement is that both the private sector and the government retain a role in this "marriage" during the life of the project. For the private sector, responsibility is not limited only to delivery of an asset, but to continuing provision of a service at acceptable quality levels over periods typically ranging up to 30 years. For the government, PPPs mean a level of involvement well beyond that of privatizations or even subcontracting or outsourcing, as the two sectors become long-term partners in the provision of high-quality services.
As PPP has broadened and expanded, a growing body of evidence has become available on what its benefits really are. The advantages in terms of higher quality or more technologically advanced services are difficult to quantify. In terms of costs and on-time delivery, the picture is clearer. Two major surveys of PPP projects conducted by the British government 1 estimated average savings of 17% on the completed projects, due mainly to the avoidance of cost overruns in the construction phase. They also discovered that 80% of PPP projects had met their initial delivery time targets, compared to 20% for comparable public-sector projects 2 . The reports concluded that the main source of the savings was that risks of delays or overruns had effectively been transferred from the public to the private sector. This effective reallocation of risks is the main benefit of PPPs and is the issue that must be addressed most effectively when PPP contracts are negotiated.
In addition to cost savings, PPPs offer other financial benefits to the governments that use them as an alternative to traditional public procurement. They allow governments to spread out the costs of a project and to pay for a service only as it is provided. This additional flexibility and the savings detailed above usually more than outweigh the higher costs of private-sector financing of projects. Beyond the financial benefits, PPPs also offer the obvious advantages of private-sector management and experience in designing, constructing and delivering services that are often complex and increasingly specialized, and outside the scope of public-sector experience. An added plus is that private-sector suppliers who factor maintenance costs into a project (which is normally the case) are likely to plan and design projects more effectively.
Besides the benefits outlined above, a striking lesson of the UK experience with PFI/PPP is that a new role for the public sector has emerged, piece by piece, as experience has progressed. Rather than abdicating responsibility for the provision of public services, as it might have done with privatization, through PPP the government has become a long-term partner with the private sector and assumed new management responsibilities. Again, the UK was a pioneer in recognizing, defining and implementing these new governmental responsibilities. It created a government unit dedicated to PPP that was active in providing advice to departments or governments that were contemplating private-sector involvement in public service delivery. It developed the Public-Sector
Comparator, an interactive model that enables potential users of PPP to compare the cost of a project by public and private-sector providers, so that rational decisions can be made 3 . It drafted model contracts for different types of projects and encouraged small projects to consolidate under a single umbrella contract, to assist government units that had less experience with PPP and reduce the transaction costs involved in the bidding process. It developed an exhaustive list of the PFI projects undertaken throughout the UK, which made available to the public all relevant information on each project 4 . And it became active in following up projects in order to evaluate the performance of PPP and learn from its successes and failures.
As PPP became widely accepted and spread to new sectors and countries, the need to provide these services and develop public-sector management skills became an international concern. The concern is especially pressing in countries undergoing major political and social change, such as developing countries and Eastern Europe. The PPP unit of the United Nations Commission for Europe has been active in outlining the responsibilities that governments should assume for good governance of PPP projects. Among these responsibilities are providing an adequate legal framework, informing citizens and maintaining transparent processes, ensuring a level playing field for potential bidders, avoiding corruption and defining and monitoring the performance of the private partners 5 . (An extensive list of these responsibilities is included in Appendix 1 of this paper, in the form of a proposed "scorecard" of how well governments are managing PPP.)
THE SPANISH EXPERIENCE WITH PPP
Spain was not a newcomer to PPP when projects involving cooperation between the public and private sectors began to spread in size and variety at the end of the 1990s. There are records of privately constructed highways in Spain in the 19 th century, and former dictator Francisco Franco used a simple form of BOT successfully in the 1970s to construct numerous toll highways. It appeared natural for Spain to explore the PPP option under the conservative government that came to office in 1996, whose platform focused on deregulating and privatizing the economy.
The first PPP projects in Spain in the 1990s were in the traditional transport sector, particularly highways. The volume of these projects soared at the end of the 1990s (see Figures 1, 2 and 3 below) . At the same time, their characteristics began to change: they spread to new sectors, beginning with health; and the contracting party shifted from the national government to the many (17) regional governments in Spain´s decentralized system. (see Figures 4, 5 and 6 below) In 2005, the regional governments monopolized the PPP market in Spain, and projects were being negotiated and signed in waste management, construction of public buildings and especially health. In both volume and diversification, Spain in 2006 resembled the main EU countries that employed PPP; and it was a leading country in the EU in terms of project volume in 2003-2004 and 2004-2005 (Figures 7 and 8) . 6 Under the Infrastructure Plan unveiled by the PSOE in 2005, the government plans to obtain from the private sector 40% of a total financing of €241.4bn until the year 2020 for new and improved highways, railways, airports, ports and other infrastructures. This would be equivalent to about 0.5% of Spanish GDP per year until 2020, and would represent an unprecedented role for PPP in Spain that would make it a leader in Europe. What has driven this explosive development of PPP in Spain? Undoubtedly, the Popular Party that governed Spain from 1996 to 2003 and currently governs many regions sympathizes with a view of PPP as the most efficient vehicle to deliver high-quality public services at lower cost, through the involvement of more efficient private sector partners. However, on an official level this view has not been clearly and publicly articulated. This has led to confusion in the public debate over the meaning and content of PPP. Under the Socialist party (PSOE) that took office in 2003, use of PPP at a national level has accelerated, and the public discussion mentions only the advantages of obtaining additional private-sector financing.
It is significant that the surge in Spanish PPP projects coincides with 1) the Maastricht Treaty and the fiscal restraint demanded by its criteria for euro membership and 2) the expected drop in EU structural and cohesion funds to Spain following the enlargement of the European Union, which have been the source of financing for many Spanish infrastructure projects. It seems fair to say that the main force -and possibly the only one--propelling PPP in Spain over the past decade has been to obtain additional financing at a time of budget constraints and need for improved infrastructures and services.
This exclusive emphasis on financing has conditioned the Spanish approach to managing PPP. Rather than articulating a strategy and supporting it with specific guidelines to obtaining value for money and negotiating acceptable contracts, the government´s approach could be better described as a "hands off" search for private financing. At the time of this report, a specific PPP unit still did not exist in the Spanish government, making it unique among the European Union countries. Nor was there PPP-specific legislation, apart from the Infrastructure Law that was enacted in 2003 to regulate various aspects of privately funded projects. The government has not made model contracts available to its different ministries or levels of government, and no public-sector comparator has been developed or adapted that could be used to determine whether using the PPP formula for a project offered potential value for money. The Spanish government has not even made an official register of PPP projects available to citizens; in fact, the list given in Appendix 2, developed by the authors of this report, is the most comprehensive register developed in Spain. And at the date of this report, there had been no comprehensive official follow-up made available to the public of the many PPP projects undertaken in Spain, along the lines of the surveys described above for the UK. The Spanish government has relied almost exclusively on the market and private initiative to achieve the benefits of PPP for its citizens. It shows little evidence of having accepted its role as active public manager and partner in a new formula of provision of public services, along the lines set out by the UK or the UNECE guidelines for PPP governance.
What are the risks inherent in this approach to PPP, in contrast to the more "hands-on" British approach? Probably the main risk is that without a public-sector comparator or official support for negotiation of complex projects, there is no guarantee that PPP is the best alternative for provision of public services. The experience of the UK and other countries has demonstrated that PPP is not appropriate for all projects; and that there are times when full public provision of services is a more efficient approach. Choosing PPP without carefully contrasting the public and private costs for each project may turn out to be a more costly option for taxpayers and the final users of the services provided by PPP.
Added to this risk is the danger that PPP projects that are not carefully monitored may not fulfill the expected quality standards, or may experience cost overruns that are charged back to the public sector or to the final user. The Spanish bidding process has been characterized by fierce competition for projects, which often result in aggressive pricing and discounts of up to 30% over the initial projected cost 7 . It seems evident that Spanish companies are eager to win these projects, which guarantee annual streams of income over long periods, and are willing to slash prices in order to do so. However, the implicit risk in awarding a contract to an underpricing bidder is that if the offer is too low and the company cannot cover costs, it will either deliver a lower-quality service than initially expected or pressure the government to renegotiate the contract at a higher price. Either option shortcircuits the benefits from PPP.
The fact that Spain does not yet perform comprehensive follow-up or even maintain a central register of PPP projects underlines another risk inherent in the "hands-off" approach: that PPP projects may not be delivering value for money over the medium and long term, and the government is missing valuable opportunities to review its experience, correct errors and learn from its mistakes. As PPP activity decentralizes and accelerates at regional and local levels of government, authorities entering into complex negotiations may be doing so without the tools that are necessary to guarantee that the projects deliver value for money. Again, the risk inherent in this approach is either renegotiation at higher prices in the future, lower quality services or the inviability of projects over the medium and longer term.
Finally, in Spain there has been no official effort to inform the public on the motives for PPP and its potential benefits. In contrast to the efforts for transparency and effective communication of objectives and results in the UK, very little public relations effort has been associated with PPP in Spain at any level of government. The risk inherent in this failure to articulate and communicate a role for PPP is that employees involved in new projects or final users who do not see the benefits of private-sector provision may begin to voice their opposition to PPP. This would raise the risk of private investment in PPP projects, which could mean lower investor interest in new projects and higher costs. Again, the ultimate risk is that PPP will not deliver its potential benefits to taxpayers and users in Spain.
What can be done to avoid these risks? In light of the international experience and the particular characteristics of Spain´s history with PPP, the following changes would be important steps forward to guide the process in Spain:
1.
A clear and specific framework should be elaborated for the PPP bidding process in Spain. This should include not only laws, which are largely adequate, but a public-sector comparator, model contracts for complex projects and steps to ensure that the playing field in Spain remains level and open to foreign bidders.
2.
A PPP unit must be created at the national level to monitor, oversee and review projects, to ensure that their potential benefits are realized and communicated to the public. 3.
The public sector must accept its management or "governance" role in PPP, along the lines envisaged by the UNECE or demonstrated by the governments of the UK and other countries that have utilized PPP. 4.
A strategic vision for PPP that crosses party lines should be elaborated by the government and communicated clearly to citizens. This would ensure continued support for projects and lend security to potential investors into the longer term.
PPP can be an asset or a potential liability to the governments that use it, depending on how successfully they are managed. Spain faces a significant public management challenge as PPP activity surges in all sectors and at all levels, and the way it responds to the challenge will determine whether PPP delivers its proven benefits to Spanish citizens in the form of lower-cost, higher-quality public services. 
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